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(4) General and administrative (G&A)
erpense means any management, finan-
cial, and other expenses which is in-
curred by or allocated to a business
unit and which is for the general man-
agement and administration of the
business unit as a whole. G&A expense
does not include those management ex-
penses whose beneficial or causal rela-
tionship to cost objectives can be more
directly measured by a base other than
a cost input base representing the total
activity of a business unit during a
cost accounting period.

(5) Home office means an office re-
sponsible for directing or managing
two or more, but not necessarily all,
segments of an organization. It typi-
cally establishes policy for, and pro-
vides guidance to the segments in their
operations. It usually performs man-
agement, supervisory, or administra-
tive functions, and may also perform
service functions in support of the op-
erations of the various segments. An
organization which has intermediate
levels, such as groups, may have sev-
eral home offices which report to a
common home office. An intermediate
organization may be both a segment
and a home office.

(6) Independent research and develop-
ment means the cost of effort which is
neither sponsored by a grant, nor re-
quired in the performance of a con-
tract, and which falls within any of the
following three areas:

(i) Basic and applied research,

(ii) Development, and

(iii) Systems and other concept for-
mulation studies.

(7) Indirect cost means any cost not
directly identified with a single final
cost objective, but identified with two
or more final cost objectives or with at
least one intermediate cost objective.

(8) Segment means one of two or more
divisions, product departments, plants,
or other subdivisions of an organiza-
tion reporting directly to a home of-
fice, usually identified with responsi-
bility for profit and/or producing a
product or service. The term includes
Government-owned contractor-oper-
ated (GOCO) facilities, and joint ven-
tures and subsidiaries (domestic and
foreign) in which the organization has
a majority ownership. The term also
includes those joint ventures and sub-
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sidiaries (domestic and foreign) in
which the organizations has less than a
majority of ownership, but over which
it exercises control.

(b) The following modifications of
terms defined elsewhere in this chapter
99 are applicable to this Standard:
None.

9904.420-40 Fundamental
ment.

require-

(a) The basic unit for the identifica-
tion and accumulation of Independent
Research and Development (IR&D) and
Bid and Proposal (B&P) costs shall be
the individual IR&D or B&P project.

(b) The IR&D and B&P project costs
shall consist of all allocable costs, ex-
cept business unit general and adminis-
trative expenses.

(c) The IR&D and B&P cost pools
consist of all IR&D and B&P project
costs and other allocable costs, except
business unit general and administra-
tive expenses.

(d) The IR&D and B&P cost pools of
a home office shall be allocated to seg-
ments on the basis of the beneficial or
causal relationship between the IR&D
and B&P costs and the segments re-
porting to that home office.

(e) The IR&D and B&P cost pools of a
business unit shall be allocated to the
final cost objectives of that business
unit on the basis of the beneficial or
causal relationship between the IR&D
and B&P costs and the final cost objec-
tives.

(f)(1) The B&P costs incurred in a
cost accounting period shall not be as-
signed to any other cost accounting pe-
riod.

(2) The IR&D costs incurred in a cost
accounting period shall not be assigned
to any other cost accounting period,
except as may be permitted pursuant
to provisions of existing laws, regula-
tions, and other controlling factors.

9904.420-50 Techniques for applica-
tion.

(a) The IR&D and B&P project costs
shall include (1) costs, which if in-
curred in like circumstances for a final
cost objective, would be treated as di-
rect costs of that final cost objective,
and (2) the overhead costs of productive
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activities and other indirect costs re-
lated to the project based on the con-
tractor’s cost accounting practice or
applicable Cost Accounting Standards
for allocation of indirect costs.

(b) The IR&D and B&P cost pools for
a segment consist of the project costs
plus allocable home office IR&D and
B&P costs.

(c) When the costs of individual IR&D
or B&P efforts are not material in
amount, these costs may be accumu-
lated in one or more project(s) within
each of these two types of effort.

(d) The costs of any work performed
by one segment for another segment
shall not be treated as IR&D costs or
B&P costs of the performing segment
unless the work is a part of an IR&D or
B&P project of the performing seg-
ment. If such work is part of a per-
forming segment’s IR&D or B&P
project, the project will be transferred
to the home office to be allocated in
accordance with paragraph (e) of this
subsection.

(e) The costs of IR&D and B&P
projects accumulated at a home office
shall be allocated to its segments as
follows:

(1) Projects which can be identified
with a specific segment(s) shall have
their costs allocated to such seg-
ment(s).

(2) The costs of all other IR&D and
B&P projects shall be allocated among
all segments by means of the same base
used by the company to allocate its re-
sidual expenses in accordance with
9904.403; provided, however, where a
particular segment receives signifi-
cantly more or less benefit from the
IR&D or B&P costs than would be re-
flected by the allocation of such costs
to the segment by the base, the Gov-
ernment and the contractor may agree
to a special allocation of the IR&D or
B&P costs to such segment commensu-
rate with the benefits received. The
amount of a special allocation to any
segment made pursuant to such an
agreement shall be excluded from the
IR&D and B&P cost pools to be allo-
cated to other segments and the base
data of any such segment shall be ex-
cluded from the base used to allocate
these pools.

(f) The costs of IR&D and B&P
projects accumulated at a business
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unit shall be allocated to cost objec-
tives as follows:

(1) Where costs of any IR&D or B&P
project benefit more than one segment
of the organization, the amounts to be
allocated to each segment shall be de-
termined in accordance with paragraph
(e) of this subsection.

(2) The IR&D and B&P cost pools
which are not allocated under subpara-
graph (f)(1) of this subsection, shall be
allocated to all final cost objectives of
the business unit by means of the same
base used by the business unit to allo-
cate its general and administrative ex-
penses in accordance with 9904.410-50;
provided, however, where a particular
final cost objective receives signifi-
cantly more or less benefit from IR&D
or B&P cost than would be reflected by
the allocation of such costs the Gov-
ernment and the contractor may agree
to a special allocation of the IR&D or
B&P costs to such final cost objective
commensurate with the benefits re-
ceived. The amount of special alloca-
tion to any such final cost objective
made pursuant to such an agreement
shall be excluded from the IR&D and
B&P cost pools to be allocated to other
final cost objectives and the particular
final cost objective’s base data shall be
excluded from the base used to allocate
these pools.

(g) Notwithstanding the provisions of
paragraph (d), (e) or (f) of this sub-
section, the costs of IR&D and B&P
projects allocable to a home office pur-
suant to 9904.420-50(d) may be allocated
directly to the receiving segments, pro-
vided that such allocation not be sub-
stantially different from the allocation
that would be made if they were first
passed through home office accounts.

9904.420-60 Illustrations.

(a) Business Unit A’s engineering de-
partment in accordance with its estab-
lished accounting practice, charges ad-
ministrative effort including typing its
overhead cost pool. In submitting a
proposal, the engineering department
assigns several typists to the proposal
project on a full time basis and charges
the typists’ time directly to the pro-
posal project, rather than to its over-
head pool. Because the engineering de-
partment under its established ac-
counting practice does not charge the
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